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To the State Industrial Commission Members and the People of North Dakota:

The advisory board, management and staff of the North Dakota Housing Finance Agency
(NDHFA) works tirelessly to provide affordable housing opportunities for low- and moderate-
income North Dakotans. We are all proud of the agency’s accomplishments and would like to
share a few highlights from the past year.

In March, NDHFA made a significant increase in first-time homebuyer purchase price limits
statewide, allowing more qualified buyers to reap the benefits of homeownership. The new pur-
chase price limits, $90,066 to $119,409 for existing properties and $150,000 for new construc-
tion, coupled with record low interest rates, enabled 1,072 households to seek homeownership
through the Home Mortgage Finance Program. Since the program’s inception, the NDHFA has
helped 24,596 families become homeowners.

To encourage new and returning citizens to make North Dakota their permanent home,
NDHFA announced the creation of a homeownership incentive program called North Dakota
Roots. The pilot program seeks to assist primary sector employers in attracting employees
from outside the state by offering either an interest rate reduction on a first mortgage or down-
payment and closing cost assistance.

The Low Income Housing Tax Credit Program, the primary financial tool for the development of
affordable rental housing, provided almost $2 million in housing credits to finance the construc-
tion or rehabilitation of 253 units. Now in the program’s 15th year, NDHFA has set-aside a por-
tion of the credits to be allocated for the preservation of existing housing stock, ensuring that
needed housing stock will remain available.

The Helping Housing Across North Dakota (HAND) program supported the construction or re-
habilitation of 354 units of single and multifamily housing. The $250,000 in Helping HAND
grants, which come from agency earnings, leveraged an additional $935,000. The funds en-
able groups like Community Action to provide rehabilitation assistance to low-income house-
holds.

As we look ahead to the next fiscal year, we will continue to pursue all opportunities for build-
ing strong communities and neighborhoods in support of North Dakota'’s priorities for afford-
able housing, and economic and community development. Together, we will continue to strive
to meet the housing needs of the people of North Dakota.

Sincerely,

Pat S. Fricke Gerald Eid

Executive Director Advisory Board Chairman
BisMARCK (MAIN) OFFICE @ FARGO (FIELD) OFFICE
1500 EAST CAPITOL AVENUE Eg‘ﬁo’;ﬁﬂgg 68 BROADWAY, SUITE 106
BisMARCK, NORTH DAKOTA 58501 FARGO, NORTH DAKOTA 58102
PH: 701-328-8080 - Fax: 701-328-8090 YOUR PARTNER IN AFFORDABLE HOUSING PH: 701-239-7255 - FAX: 701-239-7257

ToLL FREE: 800-292-8621 - 800-366-6888 (TTY) WWW.NDHFA.ORG - INFO@NDHFA.ORG ToLL FREE: 877-239-3200 - 800-366-6888 (TTY)



2003 Annual Report — Homeownership Division

The North Dakota Housing Finance Agency’s (NDHFA) Home Mortgage Finance
Program (HMFP) funded exactly 1,000 first-time homebuyer loans during the past fiscal
year. The financing represents $68,994,552 in mortgage loans.

The lowest mortgage rates in NDHFA history were offered in late June. A step-rate loan
rate of 4.00 percent the first year, 4.30 percent the second year and 4.60 percent the
remaining 28 years was offered. Fixed rate plans were 4.40 or 4.60 percent, with
applicable points.

Low-income households are able to receive a one percent interest rate reduction for the
first three years of their mortgage loan through the HomeKey Program. HomeKey
enabled 97 borrowers who have an income level of 50 percent or less of the applicable
HMFP limit to enjoy the benefits of homeownership.

Start loans provided HMFP participants with downpayment assistance in the form of a
10-year second mortgage loan. Thirty-eight percent of NDHFA'’s first-time buyers
received the additional downpayment assistance needed to make their homeownership
dream come true.

Zero interest, deferred payment loans are provided through the Downpayment and
Closing Costs Assistance Program (DCA) to low-income homebuyers. To be eligible
for DCA, the 86 recipients were required to have an HMFP loan and be income qualified.

The Homeownership Acquisition and Rehabilitation Program made it much easier
for four low-income households to achieve affordable homeownership. The program
provides homebuyer education, helps find the homes, contributes rehabilitation funds,
and assists with property acquisition if necessary.

HomeSmart grants were awarded to 35 households who completed a homebuyer
education workshop. The $100 HomeSmart grants encourage first-time buyers to take
advantage of homebuyer education workshops prior to purchasing a home.

The CommunityPartners Program helped close an affordability gap for three Grand
Forks households when the cost of twin homes built with public funds exceeded what the
eligible homebuyers could afford to pay. With the city and a non-profit developer
planning and investing in affordable single-family housing, NDHFA reduced already low
HMFP interest rates, allowing the purchasers to qualify for larger mortgages.

The NDHFA supports local Habitat for Humanity affiliates by purchasing their home
mortgage loans, freeing up funds for future construction projects. During the past year,
two Habitat for Humanity loans were purchased at a zero interest rate. One of the loans
purchased was from the Northern Lights Chapter in Minot, their first home eligible for the
loan program.



2003 Annual Report — Rental Division

The North Dakota Housing Finance Agency (NDHFA) provides regulatory
oversight for 3,584 rental units located throughout the state that are under US
Department of Housing and Urban Development (HUD) Section 8 Housing
Assistance Payment Contracts. The Contract Administration Program also
handles the distribution of rental assistance funds for the Section 8 assisted
housing.

The Low Income Housing Tax Credit Program (Housing Credits), which
provides an incentive for the production or rehabilitation of affordable rental
housing, allocated more than $2 million for 253 units during the most recent fiscal
year. The most recent award of Housing Credits marked the 15" year of the
program, with more than 3,900 affordable housing units created in North Dakota.

Moderate Rehabilitation Program designated apartments enabled 422 very low
income North Dakota households to afford decent and secure housing. To
comply with recent changes in HUD regulations, in April the NDHFA began
conducting criminal background checks on eligible applicants.

Seventy-eight affordable Housing Disposition Program units are available to
low- and moderate-income tenants. Since 1994, NDHFA has provided
compliance monitoring for the Federal Deposit Insurance Corporation (FDIC)
properties, working to preserve the affordable housing.

A HUD Mark to Market (M2M) financial restructuring, with the NDHFA acting as
the Participating Administrative Entity, preserved 28 units of affordable rental
housing in Harvey, ND. M2M allowed the owners of the HUD subsidized rental
property with an FHA insured mortgage to enter into the mortgage restructuring
agreements.

Seven Rental Rehab Assistance Program (RRAP) grants enabled property
owners to make existing rental units more accessible for low income individuals
with disabilities, increasing the individuals’ abilities to remain independent. The
applications approved included a minimum dollar-for-dollar match.

NDHFA, the Montana Board of Housing and the Wyoming Community
Development Authority joined together to form the Mountain Plains Equity
Group, Inc. The investment group’s aim is to support the development of
affordable multifamily housing in communities throughout the tri-state area.



Financial Information — 2003 Annual Report

The North Dakota Housing Finance Agency's (NDHFA) ability to provide
financing for affordable housing programs hinges on the agency's internal
financial strengths and innovative partnerships with public and private entities.

NDHFA's AaZ2 credit rating on its bonds and an A2 (with stable outlook) Issuer
Rating by Moody's Investors Service indicates the strength and financial stability
of our agency. This strong financial position reduces our cost of capital and in
turn leads to increased homeownership opportunities for the citizens of North
Dakota.

We are pleased to report that this year's operations show a continuation of
financial resolve and an increase in net assets. As a result of program operations
and financing activities, NDHFA'’s net assets increased by $7.93 million (13
percent) to $68.75 million.

Through out the year, mortgage loan interest rates continued to decline to such a
level that at the fiscal year end, they reached a 40 year low. The lower rate
environment precipitated home loan refinancing and unprecedented loan payoffs,
contributing to a $36.32 million decrease in the agency’s total assets.

Mortgage loans receivable decreased $71.28 million to $550.41 million from the
previous year, the result of $69.86 million in loans being purchased and $141.11
million being repaid.

For more information on the agency’s financial status, please review our most
recent fiscal audit.
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INDEPENDENT AUDITOR’S REPORT

The Industrial Commission
State of North Dakota
Bismarck, North Dakota

We have audited the accompanying financial statements of the North Dakota Housing Finance Agency as of
June 30, 2003, and 2002, and the related statements of revenues, expenses and changes in fund net assets, cash
flows and appropriations for the years then ended. These financial statements are the responsibility of the North
Dakota Housing Finance Agency's management. Qur responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. 'We believe that our audits provide a reasonable basis for
our opinion. :

As discussed in Note 1, the financial statements present only the North Dakota Housing Finance Agency and do
not purport to, and do not, present fairly the financial position and resuits of the operations and cash flows of the
State of North Dakota, in conformity with accounting principles generally accepted in the United States of
America.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of the North Dakota Housing Finance Agency as of June 30, 2003, and 2002, and the results of its
operations and cash flows for the years then ended in conformity with accounting principles generally accepted in
the United States of America.

In accordance with Government Auditing Standards, we have also issued a report dated August 15, 2003, on our
consideration of the North Dakota Housing Finance Agency's internal control over financial reporting and our
tests of its compliance with certain provisions of laws, regulations, contracts, and grants. That report is an integral
part of an audit performed in accordance with Government Auditing Standards and should be read in conjunction
with this report in considering the results of our audit.

1050 East Interstate Ave. ® PO Box 1914 * Bismarck, North Dakota 58502-1914 = 701.255.109!1 » Fax 701.224.1582
Offices in Arizona, Towa, Minnesota, Montana, North Dakota and South Dakota — Equal Opportunity Employer



The accompanying supplementary information on pages 39 through 53 are presented for purposes of additional
analysis and are not a required part of the basic financial statements. The supplementary information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our opinion, is
fairly stated in all material respects in relation to the basic financial statements taken as a whole.

The accompanying schedule of expenditures of federal awards on page 54 is presented for the purposes of
additional analysis as required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations, and is not a required part of the basic financial statements. Such
information has been subjected to the auditing procedures applied in the audit of the basic financial statements
and, in our opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a
whole.

The Management’s Discussion and Analysis on pages 3 through 6 is not a required part of the basic financial
statements but is supplementary information required by the Governmental Accounting Standards Board. We
have applied certain limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of suppiementary information. However, we did not audit the
information and express no opinion on it.

Bismarck, North Dako !
August 15, 2003



NORTH DAKOTA HOUSING FINANCE AGENCY
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2003

The discussion and analysis of the financial performance of the North Dakota Housing Finance Agency (Agency)
that follows is meant to provide additional insight into the Agency’s activities for the year ended June 30, 2003.
Please read it in conjunction with the Agency’s financial statements and footnotes, which are presented within this
report.

North Dakota Housing Bonds issued by North Dakota Housing Finance Agency are revenue bonds that are
neither a general nor a moral obligation of the state but are a general obligation of the Agency.

Financial Highlights

* Mortgage loans receivable has decreased $71,256,950 to $550,413,827 from the previous year. This is
the result of $69,854,467 in loans being purchased and $141,111,417 being repaid.

» Bonds payable have decreased by $36,742,537 as a result of $101,634,000 new bonds being issued, and
$138,376,537 bonds being called or maturing.

» The Agency’s net assets increased by $7,929,218 to $68,748,318 as a result of this year’s program
operations and financing activities.

* Income from operations were $46,836,454, down $4,514,292 and operating expenses were $42,576,609,
down $3,958,131 from the previous year, primarily due to fewer program dollars being invested and
financed.

* Non-operating investment income was $3,693,646, up $1,274,698 from the previous year. This is due to
market fluctuations on Agency investments. Treasury premium on Agency investments had increased
$537,334 in fiscal 2002 as compared to the fiscal 2003 increase of $1,885,626.

Overview of the Financial Statements

This annual financial report consists of two parts: Management’s Discussion and Analysis (this section) and the
Basic Financial Statements. The financial statements of the Agency provide accounting information similar to that
of many other business entities. The Balance Sheet summarizes the assets and liabilities, with the difference
between the two reported as net assets. The Statement of Revenues, Expenses and Changes in Fund Net Assets
summarizes the Agency’s operating performance for the year. The Statement of Cash Flows summarizes the flow
of cash through the Agency.



MANAGEMENT’S DISCUSSION AND ANALYSIS - page 2

CONDENSED BALANCE SHEETS - JUNE 30, 2003 AND 2002

ASSETS

Unrestricted current assets
Restricted current assets
Total current assets

Unrestricted noncurrent assets
Restricted noncurrent assets

Total assets

LIABILITIES
Current liabilities
Noncurrent liabilities

NET ASSETS
Invested in capital assets
Restricted for pledged assets
Restricted for debt service
Unrestricted

Total liabilities and net assets

2003 2002 Change Percentage

$ 10,540 $ 8,485 $ 2,055 24 %
184,506 151,983 32,523 21
195,046 160,468 34,578 22
2,047 11,584 (9,537) (82)
573,904 635,264 (61,360) (10)
575,951 646,848 (70,897) (11)

$ 770,997 $ 807,316 $ (36,319) (4) %

$ 39,355 $ 42564 $  (3,209) (8) %
662,894 703,934 (41,040) (6)
702,249 746,498 (44,249) (6)
56 86 (30) (35)
17,877 16,771 1,106 7
40,215 27,441 12,774 47
10,600 16,520 (5,920) (36)
68,748 60,818 7,930 13

$ 770,997 $ 807,316 $ (36,319) (5) %




MANAGEMENT’S DISCUSSION AND ANALYSIS - page 3

CONDENSED STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET ASSETS -
YEAR ENDED JUNE 30, 2003, AND 2002

2003 2002 Change Percentage
OPERATING REVENUES
Mortgage interest income $ 39,659 $ 41,144 $  (1,485) 4) %
Investment income 5,610 8,622 (3,012) (35)
Fee income 1,568 1,584 (16) (1)
Total revenues 46,837 51,350 (4,513) (9)
OPERATING EXPENSES
Interest expense 36,674 41,392 (4,718) (1)
Agency grants 247 246 1 -
Amortization of deferred bond
financing costs 1,865 1,312 553 42
Administrative and operating
expenses 2,013 1,908 105 6
Salaries and benefits 1,748 1,627 121 7
Depreciation 30 52 (22) (42)
Total expenses 42,577 46,537 (3,960) (9)
OPERATING INCOME 4,260 4,813 (553) (11)
NONOPERATING REVENUES
(EXPENSES)
HUD Section 8 Assistance 13,166 12,963 203 2
Investment income 3,694 2421 1,273 53
HUD Section 8 Assistance (13,166) (12,963) (203) (2)
Loss on disposal of fixed assets - (2) 2 100
3,694 2,419 1,275 53
INCOME BEFORE
TRANSFERS 7,954 7,232 722 10
TRANSFERS
Transfer to Industrial Commission 24 24 - -
CHANGE IN NET ASSETS 7,930 7,208 722 10
TOTAL NET ASSETS, BEGINNING
OF YEAR 60,818 53,610 7,208 13
TOTAL NET ASSETS, END OF YEAR $ 68,748 $ 60,818 $ 7,930 13 %




MANAGEMENT’S DISCUSSION AND ANALYSIS - page 4

Investment Income

Operating interest income is comprised of the sum of interest earnings on funds held in trust for the Home
Mortgage Finance Program. These funds are invested in investment contracts as reported in Notes 1 and 2 to the
financial statements. The decline in interest earnings was due to the decline in the amount of funds invested.

Non-operating interest income represents earnings on the Agencies investments. These funds are invested in US
Treasury securities or the Bank of North Dakota money market and demand accounts. The increase in interest
earnings was due to the increase in market value of the treasuries.

Budgetary Information

As discussed in Note 1 to the financial statements, the North Dakota Housing Finance Agency is funded under a
biennial appropriation approved by the state legislature. The biennial appropriation does not provide any state
General Fund dollars. Hence, total Agency appropriation is funded from Agency operations.

Contacting the North Dakota Housing Finance Agency’s Financial Management

The information in this report is intended to provide the reader with an overview of the Agency’s operations along
with the Agency’s accountability for those operations. Questions concerning any of the information provided in
this report or requests for additional financial information should be addressed to the North Dakota Housing
Finance Agency, PO Box 1535, Bismarck, ND 58502-1535.



NORTH DAKOTA HOUSING FINANCE AGENCY
BALANCE SHEETS

JUNE 30, 2003, AND 2002

(In Thousands)

ASSETS

CURRENT ASSETS - UNRESTRICTED
Cash and cash equivalents
Investments
Due from State Agencies
Receivables
Current portion of loans receivable
Interest
Loans
Investments
Due from HUD
Other
Prepaid expenses
Total unrestricted current assets

CURRENT ASSETS - RESTRICTED
Cash and cash equivalents
Receivables

Current portion of loans receivable
Interest
Loans
Investments
Other
Total restricted current assets

Total current assets

NONCURRENT ASSETS - UNRESTRICTED
Loans receivable, net of current portion
Service release premium, net
Equipment, net

Total unrestricted noncurrent assets

NONCURRENT ASSETS - RESTRICTED
Loans receivable, net of current portion
Investments
Deferred bond financing costs, net

Total restricted noncurrent assets
Total noncurrent assets

Total assets

See Notes to Financial Statements

2003 2002
$ 2,648 $ 956
6,723 5,953
78 30
- 371
- 80
239 239
356 383
484 457
12 16
10,540 8,485
171,129 137,627
10,399 10,904
2,902 3,304
76 146
- 2
184,506 151,983
195,046 160,468
- 9,219
1,991 2,279
56 86
2,047 11,584
540,015 601,177
26,694 25,806
7,195 8,281
573,904 635,264
575,951 646,848
$ 770,997 $ 807,316




LIABILITIES

CURRENT LIABILITIES
Due to HUD

Due to state agencies
Current portion of rebate due to IRS
Other
Current portion of compensated absences
Current portion of bonds payable
Loan from Bank of North Dakota
Accrued interest
Funds held in trust
Deferred credits

Total current liabilities

NONCURRENT LIABILITIES
Compensated absences, net of current portion

Rebate due to IRS, net of current portion

Bonds payable, net of current portion
Total noncurrent liabilities

Total liabilities

NET ASSETS
Invested in capital assets
Restricted for pledged assets
Restricted for debt service
Unrestricted
Total net assets

Total liabilities and net assets

2003 2002
$ 301 $ 338
15 8
1,306 2,531
548 502
91 82
14,505 10,605
- 1,973
16,818 19,481
5,695 6,967
76 77
39,355 42,564
62 54
2,738 3,143
660,094 700,737
662,894 703,934
702,249 746,498
56 86
17,877 16,771
40,215 27,441
10,600 16,520
68,748 60,818
$ 770,997 $ 807,316




NORTH DAKOTA HOUSING FINANCE AGENCY
STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN FUND NET ASSETS

YEARS ENDED JUNE 30, 2003, AND 2002
(In Thousands)

OPERATING REVENUES
Mortgage interest income
Investment income
Fee income

Total revenues

OPERATING EXPENSES
Interest expense
Agency grants
Amortization of deferred bond financing costs
Administrative and operating expenses
Salaries and benefits
Depreciation
Total expenses

OPERATING INCOME

NONOPERATING REVENUES (EXPENSEYS)
HUD grants
Investment income
HUD grants
Loss on disposal of fixed assets

INCOME BEFORE TRANSFERS

TRANSFERS
Transfer to Industrial Commission

CHANGE IN NET ASSETS

TOTAL NET ASSETS, BEGINNING OF YEAR

TOTAL NET ASSETS, END OF YEAR

See Notes to Financial Statements

2003 2002

$ 39,659 $ 41,144
5,610 8,622
1,568 1,584
46,837 51,350
36,674 41,392
247 246

1,865 1,312
2,013 1,008
1,748 1,627

30 52

42,577 46537
4,260 4,813
13,166 12,963
3,694 2,421
(13,166) (12,963)
- (2

3,694 2419
7,954 7,232

24 24

7,930 7,208
60,818 53,610

$ 68,748 $ 60818




NORTH DAKOTA HOUSING FINANCE AGENCY
STATEMENTS OF CASH FLOWS

YEARS ENDED JUNE 30, 2003, AND 2002

(In Thousands)

2003 2002
OPERATING ACTIVITIES
Receipts from customers $ 189,669 $ 129,396
Payment of grants (257) (494)
Payments to service providers
State agencies (143) (115)
Other (75,785) (103,539)
Payments to employees (1,744) (1,622)
Payment of rebate to IRS (1,630) (2,383)
Net cash provided by operating activities 110,110 21,243
NONCAPITAL FINANCING ACTIVITIES
Principal payments on notes and bonds (140,411) (207,465)
Proceeds from note borrowings and bond issuance 101,695 77,056
Interest paid on notes and bonds (39,337) (46,450)
Payment of bond issue costs (778) (921)
Transfer to Industrial Commission (24) (24)
Net cash used for noncapital financing activities (78,855) (177,804)
CAPITAL AND RELATED FINANCING ACTIVITIES
Proceeds from sale of equipment - 4
Purchase of equipment - (12)
Net cash used for capital and related
financing activities - (8)
INVESTING ACTIVITIES
Proceeds from sale of investments 245 6,976
Interest received from investments 3,694 2,423
Net cash from investing activities 3,939 9,399
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 35,194 (147,170)
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 138,583 285,753
CASH AND CASH EQUIVALENTS AT END OF YEAR $ 173,777 $ 138,583
(continued on next page) 9




STATEMENTS OF CASH FLOWS- page 2

RECONCILIATION OF OPERATING INCOME TO NET
CASH PROVIDED BY OPERATING ACTIVITIES
Operating income
Adjustments to reconcile operating income to net cash from

operating activities
Depreciation
Amortization
Deferred fee income/loan discounts
DBFC and original issue discounts
Service release premium
Accretion of interest on capital appreciation bonds
Rebate due to IRS
Fair value (increases) of investments
Loan principal repayments
Loan purchases
Interest received on mortgage loans
Reclassification of interest income/expense to other
activities
Changes in assets and liabilities
Due from HUD
Due from State Agencies
Other receivables
Prepaid expenses
Due to HUD
Due to State Agencies
Other liabilities
Funds held in trust
Deferred credits and revenues

Net cash provided by operating activities

See Notes to Financial Statements

2003 2002

$ 4,260 $ 4813
30 52
(946) (451)
1,864 1,318
288 (205)

- 208

(1,630) (2,383)
(1,903) (547)
142,058 75,721
(69,855) (98,733)
39,659 41,144
(2,433) 409

27 (140)

(48) 13

(27) (129)

4 .

(37) (108)

7 (6)

63 (799)

(1,272) 1,078

1 (12)

$ 110,110 $ 21,243

10



NORTH DAKOTA HOUSING FINANCE AGENCY
STATEMENT OF APPROPRIATIONS

BIENNIUM ENDED JUNE 30, 2003

(In Thousands)

2001-2003
Appropriations 2001-2002 2002-2003 Unexpended
As Adjusted Expenditures Expenditures Appropriations

ADMINISTRATIVE EXPENSES
Salaries, wages and

benefits $ 3,433 $ 1,627 $ 1,748 $ 58
Operating expenses 2,688 1,432 1,019 237
Grants, benefits and

claims 34,064 13,209 13,412 7,443
Contingency 100 - 100

Total 40,285 16,268 16,179 7,838

EQUIPMENT
PURCHASES 125 53 14 58
Total QD 3 40,410 $ 16,321 (2) $ 16,193 $ 7,896

(1) The Agency's total appropriation of $40,410 consists of funding of $34,064 from federal funds and $6,346
from special funds.

(2) This statement includes only those expenditures for which there are appropriations. A reconciliation to the
expenses on the statement of revenues, expenses and changes in fund net assets follows (in thousands):

Total expenditures $ 16,193
Less: Equipment purchases (14)
Grants, benefits and claims (13,412)

Administrative and operating expenses relating to

Rental, Homeownership Bonds, and Agency

expenses 994
Depreciation 30

Total administrative and operating
expenses and depreciation $ 3,791

See Notes to Financial Statements 11



NORTH DAKOTA HOUSING FINANCE AGENCY
NOTES TO FINANCIAL STATEMENTS

YEARS ENDED JUNE 30, 2003, AND 2002

(In Thousands)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Nature of Operations

The North Dakota Housing Finance Agency (Agency) was created in 1980 by an initiated
measure. The Agency is authorized, among other things, to make mortgage and construction
loans to housing sponsors; to make loans to mortgage lenders, requiring the proceeds thereof to
be used for making new qualified residential mortgage loans; to purchase qualified mortgage
loans from mortgage lenders; and to apply for and receive assistance and subsidies under
programs of the federal government.

The Agency is authorized to issue bonds and notes in order to exercise its authorized powers.
Bonds and notes issued by the Agency under the 1983 General Resolution are not a debt or
liability of the State of North Dakota and the state is not liable for repayment of such obligations.
Bonds under the 1994 General Resolution are a general obligation of the Agency.

Reporting Entity

In accordance with Governmental Accounting Standards Board (GASB) statements No. 14, The
Financial Reporting Entity, the Agency should include all component units over which the
Agency exercises such aspects as (1) appointing a voting majority of an organization’s governing
body and (2) has the ability to impose its will on that organization or (3) the potential for the
organization to provide specific financial benefits to, or impose specific burdens on the Agency.

Based on the criteria of GASB Statement No. 14, no organizations were determined to be part of
the reporting entity. The North Dakota Housing Finance Agency is included as part of the
primary government of the State of North Dakota’s reporting entity.

Budgetary Process

The Agency operates through a biennial appropriation provided by the State Legislature. The
Agency prepares a biennial budget which is included in the Governor's budget that is presented
to the General Assembly at the beginning of each legislative session. The General Assembly
enacts the budgets of the various state departments through passage of specific appropriation
bills. The Governor has line item veto powers over all legislation subject to legislative override.
Once passed and signed, the appropriation becomes the Agency's financial plan for the next two
years. The Agency has a continuous appropriation of any additional income from federal or other
funds which may become available to the Agency. Changes to the appropriation not falling
under the continuing appropriation are subject to approval by the State Emergency Commission.

The State’s budgeting system does not include revenues and thus, a Statement of Revenues and
Expenses — Budget and Actual cannot be prepared as required by generally accepted accounting
principles. In its place a Statement of Appropriations has been presented. The Statement of
Appropriations has been prepared using the accrual basis of accounting and includes only those
expenses for which an appropriation has been established.

Accounting Standards

The Agency follows the pronouncements of the Governmental Accounting Standards Board,
which is the nationally accepted standard-setting body for establishing generally accepted
accounting principles for governmental entities. In accordance with GASB Statement No. 20,
the Agency follows all applicable GASB Pronouncements as well as Financial Accounting
Standards Board pronouncements issued on or before November 30, 1989 unless those
pronouncements conflict with GASB pronouncements.

Fund Accounting

The accounts of the Agency are organized on the basis of funds, each of which is considered a
separate accounting entity. Each fund is accounted for by a separate set of self-balancing
accounts that comprise its assets, liabilities, net assets, revenues, and expenses. The funds
account for the flow of resources of carrying on specific activities in accordance with laws,
regulations, or debt restrictions.

The Agency's funds are:

Agency Operating Funds

These funds account for (1) activities related to the development and administration of
Agency financial programs, (2) HUD Section 8 Housing Assistance Payment programs,
(3) Agency owned assets and (4) any activities of the Agency not applicable to the other
funds.

Multifamily Bond Funds

These funds account for the proceeds from the sale of Multifamily Bonds, the debt
service requirements of the bond indebtedness, and mortgage loans and assets acquired
with bond proceeds to finance construction of multifamily residential housing.

Homeownership Bond Funds

These funds account for the proceeds from the sale of Homeownership Bonds, the debt
service requirements of the bond indebtedness, and mortgage loans and assets acquired
with bond proceeds to finance single family home ownership.

Basis of Accounting and Measurement Focus

The accounting and financial reporting treatment applied to a fund is determined by its
measurement focus.  All enterprise funds are accounted using the economic resources
measurement focus. With this measurement focus, all assets and liabilities associated with the
operation of these funds are included on the balance sheet. Net assets are segregated into
invested in capital assets, restricted and unrestricted components. The statements of revenues,
expenses and changes in fund net assets present increases (e.g., revenues) and decreases (e.g.,
expenses) in total net assets. When both restricted and unrestricted net assets are available for
use, generally it is the Agency’s policy to use unrestricted net assets first, then restricted net
assets as they are needed. The statements of cash flows present the cash flows for operating
activities, investing activities and non-capital financing activities.

(continued on next page)

Use of Estimates

In preparing financial statements in conformity with accounting principles generally accepted in
the United States of America, management is required to make estimates and assumptions that
affect reported amounts of assets and liabilities at the date of the balance sheet and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from
these estimates.

Significant Group Concentrations of Credit Risk
All of the Agency's mortgage loans are with individuals located within the State of North
Dakota.

Cash and Cash Equivalents
The Agency considers all highly liquid investments purchased with an original maturity of three
months or less to be cash equivalents.

Investments

Investments are reported at fair value. All investment income, including changes in the fair
value of investments, is recognized in the statements of revenues, expenditures, and changes in
fund net assets.

Funds held by trustees or the Agency under bond resolutions are to be invested to the fullest
extent possible in investment obligations selected by the Agency. The maturity date or the date
on which such investment obligations may be redeemed shall coincide as nearly as practicable
with the date or dates on which moneys in the funds or accounts for which the investments were
made will be required. The restricted bond accounts have their moneys invested in various debt
securities such as U.S. Treasury securities, U.S. Government Agency securities, and investment
contracts.

Accumulated Unpaid Vacation and Sick Pay

Annual leave and sick leave are a part of permanent employees' compensation as set forth in
Section 54-06-14 of the North Dakota Century Code. Annual leave is earned based on tenure of
employment, within a range of a minimum of one working day per month of employment, to a
maximum of two working days per month of employment, to be fixed by rules and regulations
adopted by the employing unit. In general, accrued annual leave cannot exceed 30 days at each
year-end, as set by the Agency. Employees are paid for unused annual leave upon termination or
retirement.

Sick leave is earned based on tenure at the rate of one to a maximum of one and one-half
working days per month of employment. There are no limitations on the amount of sick leave
that an employee can accumulate. Employees who have ten continuous years of service are paid
one-tenth of their accumulated sick leave upon leaving service under chapter 54-52 of the North
Dakota Century Code. A liability is recognized for that portion of accumulating sick leave
benefits that is estimated will be taken as required by the Governmental Accounting Standards
Board Statement No. 16, Accounting for Compensated Absences.

Interfund Receivables and Payables
Advances between funds during the year resulting in interfund receivables and payables have
been eliminated in the financial statements.

Mortgage Loans Receivable

Mortgage loans receivable are recorded at amounts advanced less principal payments and, in the
Homeownership Bond Fund, net of purchase discounts. Interest income on loans is accrued at
the specific rate on the unpaid principal balance.

Deferred Bond Financing Costs
Issuance costs on bonds are amortized using the bonds outstanding method over the life of the
bonds.

Equipment

Equipment and furnishings are stated at cost, net of accumulated depreciation. Equipment and
furnishings with a cost of $5,000 or more per unit are capitalized and reported in the
accompanying financial statements. Depreciation is computed using the straight-line method
over the estimated useful lives of the assets which range from five to ten years.

Deferred Revenues

Pursuant to the McKinney Act Refunding Agreement, entered into by North Dakota Housing
Finance Agency with the Department of HUD on May 1, 1994, 50 percent of the amounts
recaptured from the project shall be used only for providing decent, safe and sanitary housing
affordable to very low-income families or persons.

Reservation Fees

Reservation fees represent fees collected from low income loan applicants. Fees are credited to
the loan upon acceptance of the applicant and are refunded if the applicant is denied. The fees are
forfeited if